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The school’s 24-page cata­
logue, is available free upon 
request. Address your card or 
letter to the Secretary, IAS....
How IAS training 
meets individual needs
Each IAS training program is "tailored to fit” the 
needs of the individual. This is accomplished through 
the IAS elective plan embracing 250 comprehensive 
study assignments, covering a wide range of accounting 
and management subjects.
• After general accounting principles have been mas­
tered, each IAS Diploma Course student selects from 
14 electives those leading to his specific training objec­
tive. The electives currently available (with the number 




Basic Cost Accounting (10)
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Financial Analysis (10) 
Business Statistics (10) 
Management Control (20) 
Economics (10) 
Office Management (30) 
Accounting Law (10) 
Federal Income Tax (10) 
CPA Coaching (20)
• With this broad curriculum at his command, each 
IAS student can study first those subjects needed im­
mediately and can then broaden his knowledge of ac­
counting and management through study of additional 
electives.
INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
A Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS











SPRING CONFERENCES WEST AND
EAST!
Walk, ride, fly, swim, or take a train, 
but COME to one of the annual spring 
conferences. Buffalo and San Diego plan 
on giving you the latest in accounting 
know-how plus reservations in two of 
America’s famous resorts. Swim in the 
Pacific or duck under Niagara’s spray. 
Let’s go all out.
EAST!
Hotel Statler—Buffalo, New York
May 20, 21, 22, 1955
WEST!
El Cortez Hotel, San Diego, California 













ASWA is happy to announce the recent 
formation of three new chapters. Charters 
have been presented to the Evansville Chap­
ter, the Milwaukee Chapter, and the Savan­
nah Chapter. We congratulate you and wish 
you much success and happiness in your 
ASWA associations.
NEW AWSCPA MEMBERS
Mary McDermot Hunter, 2438 Thirty­
ninth Street, N.W., Washington 7, D.C. 
Self-employed. Member of District of Co­
lumbia Chapter ASWA. Received B.C.S. 
and M.C.S. from Benjamin Franklin Uni­
versity.
Dorothy Madison, 9323 Mayes Court, 
Seattle 8, Washington. Employed by Stuart 
G. Thompson-Elwell Co. Member of Wash­
ington Society of CPA’s and Seattle Chap­
ter ASWA. Received B.A. degree from 
Western Institute of Accountancy, Com­
merce & Finance.
Ruth A. McEvoy, 16 Mallow Hill Avenue, 
Baltimore 29, Maryland. Employed by P. 
J. McEvoy, Inc. Member: Maryland So­
ciety of CPA’s, N.A.C.A., and Baltimore 
Chapter ASWA. Studied at Baltimore Col­
lege of Commerce.
•The Woman CPA is published bi-monthly 
in the interest of accounting, and the progress 
of women in the profession.
While all material presented is from sources 
believed to be reliably correct, responsibility 
can not be assumed for opinions or for inter­
pretations of law expressed by contributors. 
Published by
American Woman’s Society 
of Certified Public Accountants 
and 
American Society of Women Accountants 
327 So. LaSalle Street, Chicago 4, Illinois 
Subscription Price—$1.00 Annually
Copyright, 1955, by American Woman’s Society of Certified Public Accountants.
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HIGHLIGHTS OF THE 1954 INTERNAL 
REVENUE CODE AS IT RELATES
TO TRUSTS AND ESTATES
By ETHLEEN LASSETER, C. P. A., Atlanta, Georgia
PART I
Miss Lasseter, who is Assistant Trust Officer of the First National Bank 
of Atlanta and a member of Atlanta Chapter of ASWA, presented this paper 
to The Estate Planning Council of Chattanooga at a dinner meeting in Chat­
tanooga, December, 1954. Part II will be published in the June Edition.
Because of the scope and magnitude of 
the 1954 Revenue Code it would be impos­
sible during the course of one evening to 
even touch upon all the highlights. Fur­
thermore, no amount of preparation of a 
paper on this subject at this time could be 
wholly satisfying because to date there still 
are no regulations; nor have we even seen 
a copy of the Federal Form for Fiduciary 
Returns.
In spite of the sweeping changes which 
the 1954 Code hath wrought, the changes 
to a large extent merely give statutory ex­
pression to the principles underlying former 
Regulations and decisions. That will elim­
inate continuous and unnecessary battling 
with Revenue Agents on some rather impor­
tant points everytime they come up in an 
estate and trust. The end result of others 
is disappointing to say the least.
As is the case with tax laws, however, 
changes designed to cure a defect often cre­
ate two more instead, and some present such 
complex problems in application and admin­
istration that fiduciaries fairly cringe at 
the mere thought of them.
Nevertheless, the possibilities and, shall 
I add, impossibilities, of the 1954 Code war­
rant an immediate re-examination of ex­
isting wills and estate plans.
PROCEEDS OF LIFE INSURANCE
Perhaps the most widely hailed, and over­
rated, change in the Internal Revenue Code 
of 1954 in respect to trusts and estates re­
lates to life insurance. Of course, proceeds 
of insurance payable to the estate always 
have, and doubtless always will be, includ­
ible in the gross estate for estate tax pur­
poses. Prior to the 1954 Code, proceeds of 
insurance payable, to beneficiaries other 
than the executor were includible if the 
decedent retained any of the incidents of 
ownership. Payment of premiums, either 
directly or indirectly, was specifically listed 
as an incident of ownership. That pre­
cluded insurance from escaping estate tax 
except in rare cases. Under the new Code, 
premium payment has been removed as an 
incident of ownership. The underlying 
reason was the belief that life insurance 
policies should be placed in a position an­
alogous to other property. Consequently, 
it was necessary to provide in the new Code 
that proceeds of life insurance be includible 
in the gross estate if the decedent had a 
reversionary interest, whether arising by 
express terms of the policy or other instru­
ment, or by operation of law, if the value 
of such reversionary interest exceeded 5% 
of the value of the policy immediately be­
fore the death of the decedent, the value 
to be determined by usual methods involving 
mortality tables. A possible reversionary 
interest previously had not been considered 
to represent an incident of ownership.
At first blush these liberalized provisions 
regarding proceeds of life insurance ap­
pear to be the answer to the life un­
derwriters’ most fervent prayer—and su­
preme success for the lobbyists! Its ad­
vantage as an estate tax savings, however, 
must be weighed against the possible effect, 
not only upon the insured during his life­
time, but upon his overall estate plan. Es­
tate planners should always bear in mind 
that however desirable estate tax savings 
are, they are secondary to arrangements 
that most nearly will carry out the wishes 
of the insured in providing for the welfare 
of his family.
Let us presume that A assigns a $100,000 
policy to his wife in such a way that it would
(Continued on page 6)
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THE U.S. ECONOMY—WHERE IS IT? 
WHERE HEADED?
By ROBERT W. STORER, Vice-President, The Manufacturers 
National Bank of Detroit
BACKGROUND—EVENTS SINCE 1945
1. At end of war every element of 
economy ready for high prosperity.
2. Savings — supply of money — flush, 
from wartime, deficit financing, high 
earnings and nothing to spend it on.
3. Wage rates permanently higher, 
brought large numbers into “middle 
class.”
4. Consumer needs—especially for dur­
able goods—very great, from ample 
money and non-availability of goods.
5. Boom in marriages and birthrate 
was expanding market for consumer 
goods. People liked the suburbs— 
moved there. They liked some new 
parts of the country—moved there.
6. Industry, too, was long on money, 
short on plant, and paying record 
high wages.
7. These high wages were a strong in­
centive to industry to substitute ma­
chine-hours for expensive man-hours, 
that is, to mechanize.
8. All the engineering, scientific and 
technical ingenuity that had gone 
into the war went into providing this 
new plant and equipment.
9. With this bursting demand and sup­
ply situation, and with ample means 
of payment, we naturally had a ma­
jor economic boom.
10. We have now made good most of the 
deferred demand that existed at the 
end of the war.
DIFFERENCES FROM THE PAST
1. The Government will maintain the 
money supply
a) by having insured most bank de­
posits
b) by having insured many mort­
gages and other loans
c) by supporting certain key com­
modity prices
d) by heavy stockpiling
e) by limiting speculative credit, so 
that unsound loans are held to a 
minimum
f) by refraining from sudden credit- 
restrictive measures.
2. The Government has a mandate to 
maintain full employment and has 
been “leaning against the wind” as 
regards business activity.
3. Technologically, the country is very 
active, and productivity per man­
hour is high and rising, under the 
spur of still-rising wage costs.
4. Corporate business is better and 
stronger than ever before:
a) better financed
b) better and more scientifically 
managed
c) with better and quicker private 
and Government statistics for 
control
d) companies are better diversified 
as to products and markets than 
formerly
e) there is better accounting and 
budget control than formerly. 
Capital budgets are less volatile 
and this promotes stability.
5. Organized labor keeps the pressure 
on for higher wages and better 
fringe benefits, thus keeping manage­
ment on its toes to maintain profit 
margins by greater efficiency and 
new capital expenditures.
6. Speculative credit is at a low level 
and there is no dangerously over ex­
panded credit situation.
7. Most debt, especially long-term debt, 
is on a monthly amortized basis. 
This keeps deposits moving and con­
fronts nobody with a dangerously 
large maturity.
8. The money supply, level of com­
modity prices, the volume of produc­
tion and the level of wages are in 
good balance with each other, re­
quiring no great readjustment.
9. In short, there seems to be no major 




1. By mid-1953 we had this situation:
a) We had made good most of the 
accumulated shortages and needs 
left over from the depression, 
and World War II.
b) We had fought and concluded a 
half-war in Korea.
c) Consumer credit had risen, by 
any yardstick, to rather high 
levels.
d) Inventories, partly to protect de­
fense orders, were rather high, 
relative to new orders and to 
sales.
2. By the present time, we have reduced 
inventories by several billions. Con­
sumer credit first shrank and is ex­
panding moderately. Defense orders 
and spending have dropped.
3. The slack has partly been taken up 
by income tax reductions, which have 
encouraged consumers to maintain 
their purchases.
4. Until lately, business capital ex­
penditures have also been well main­
tained.
5. The net effect has been that industrial 
production has dropped from a 1953 
high of 137 (1947-49 average=100) 
to a figure for the past several months 
of 124.
6. For 1955 we can expect, as a result 
of these short and long term in­
fluences something like the following 
pattern:
a) Defense spending will decline 
somewhat further.
b) New plant and equipment spend­
ing will drop by about 5% from 
1954.
c) Inventory liquidation, over-all, 
will be replaced by a slight inven­
tory accumulation.
d) Productivity per man-hour will 
rise as usual.
e) The labor force will be larger.
f) Industrial production will rise 
from 124 to about 130.
g) Unemployment will rise slightly, 
and there will be much discussion 
of Government intervention to 
stimulate the economy.
h) The Consumer Price-Index (The 
“Cost-of-Living” index) will re­
main about where it is.
i) Unless consumers buy more—as 
they may well do—there will be 
renewed talk of personal income 
tax reductions.
(Continued from page 4) 
be excluded from his gross estate. First, 
during his lifetime he will be denied the 
advantage of one of the choicest types of 
collateral for loans that someday might be 
needed in his business—the cash surrender 
value of his life insurance policy. Upon 
his death the proceeds will not be available 
to his estate for debts, taxes and expenses. 
That alone would jeopardize his entire es­
tate plan. It has been suggested that to 
overcome this, there could be a tacit agree­
ment with his wife that she would make 
the necessary funds available to the exec­
utor. If so, however, it could, and most 
likely would, be claimed that the donee was 
holding the insurance in trust for benefit 
of the estate and any part of the proceeds 
so used would be subjected to estate tax.
Where the proceeds are not includible in 
the gross estate, they could not form part of 
the marital deduction. That would pyramid 
property that would be taxable to his wife’s 
estate upon her death. Thereby, it would 
merely postpone the estate tax and perhaps 
put it in an even higher bracket. In addi­
tion, it could completely distort the intended 
division of property between the wife and 
other beneficiaries.
If the policies were transferred to chil­
dren who happened to be minors upon the 
death of the insured, a legal guardian would 
be required. That is not only costly, but 
very troublesome. The funds would not be 
available to meet the estate’s cash require­
ments and the principal would not be avail­
able to the children except under Court 
Order.
Assigning the policies to an irrevocable 
trust would cure some of the foregoing de­
fects. The insured, however, still wouldn’t 
have use of the cash value of the policies 
as collateral. Nevertheless, the irrevocable 
trust seems to be generally accepted as the 
best bet in freeing insurance proceeds from 
estate tax. Certainly it has some distinct 
advantages.
In any event, however, where a policy is 
assigned, gift tax is involved—and it must 
be remembered that the gift tax is based on 
the replacement value, rather than on the 
cash surrender value of the policies. If 
assigned to a discretionary trust, the $3,000 
annual exclusion would not apply. Further­
more, if the insured should die within three 
years after date of assignment, his executor 
most assuredly would have to combat the 
“transfer in contemplation of death” con­
tention of revenue agents.
(Continued on page 14)
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IDEA EXCHANGE
By THEIA CASCIO, Beverly Hills, California
Multiple purpose invoices
The following system has been found 
most efficient for a business grossing three 
million which has retail, wholesale, rental 
and repair sales.
A pre-numbered, six-part, snap-out form 
is used. Each copy is a different color to 
make rapid identification possible. When 
the purchase order is received, all pertinent 
data is typed on the face of the invoice, 
such as name and address of customer, pur­
chase order number, date of order, quantity 
and description of merchandise ordered. 
The invoice number is recorded on the pur­
chase order.
The first four copies are retained by the 
billing clerk in numerical order. The last 
two copies, fastened together, go to the 
credit department for terms; then to per­
petual inventory to check the merchandise; 
and from there to the shipping clerk. (In 
the event of a repair order, the copies go 
to the repair department instead, and when 
work is completed, it forwards them to the 
shipping clerk.) The shipping clerk filling 
the order indicates on both copies how 
much was shipped, how shipped and the 
date. No. 6 copy then goes with the mer­
chandise as a packing slip, and No. 5 copy is 
returned to the pricing clerk. After pricing, 
it is passed on to the billing clerk.
If the entire quantity was not shipped, 
the billing clerk makes a new set of in­
voices for the quantity back ordered, in­
dicating the original invoice number for a 
reference. The back orders (two copies 
again going to the shipping clerk) are put 
on a numerical file until the merchandise 
is received.
The invoice is completed from the priced 
No. 5 copy, and the first two copies are 
mailed to the customer. Nos. 3 and 4 go to 
accounting, and the No. 5 copy is filed on 
a numerical file until the end of the month.
Accounting uses Copy No. 3 for posting 
to the sales journal and for cost of sales 
and perpetual inventory, then files it in 
numerical order by the month. Copy No. 4 
is for direct posting to the accounts receiv­
able ledger. It is then placed in the cus­
tomers’ unpaid file, alphabetically, and is 
pulled from this file at the time payment is 
made, after which it is retained in the paid 
file.
A monthly check of the numerical filing 
of the shippers with the alphabetical cus­
tomers’ filing provides control of the in­
voices. Bi-monthly or monthly the shipper 
is checked against the accounts receivable 
ledger for correct postings.
—Erma B. Burnside, Los Angeles Chapter
Denominator for Sum-of-the-digits 
depreciation method
There is a simple method for finding the 
denominator for the newly allowed Sum-of- 
the-digits depreciation method for 1955. 
Add one to the years of useful life and mul­
tiply by one-half the useful life years; i.e., 
for five year depreciation: 1 plus 5 equals 
6, multiplied by 2½ equals 15. The depre­
ciation by years: 1st, 5/15; 2nd, 4/15; 3rd, 
3/15; 4th, 2/15; and the 5th year the bal­
ance of l/15th.
—Ida Ezra, Seattle Chapter
Do you pay taxes by check?
If you want to save yourself time and 
trouble remember these three things:
1. Send only one check to cover one re­
turn. This simplifies identification at 
the tax office and reduces the chances 
of payment being credited to the 
wrong account.
2. Fasten your check to your tax return. 
Many checks become separated from 
the return when the envelope is 
opened.
3. Save your cancelled checks pertain­
ing to tax payments in order to have 
available the stamped identification 
number appearing thereon in the event 
of error in application of payment.
—Eunice Moseley, C.P.A., Los Angeles 
Chapter
Ever find a typing error after 
statements have been stapled?
To make a correction on a typed financial 
statement or report which has already been 
stapled, feed a sheet of typing paper into 
the typewriter. Insert the stapled sheet re­
quiring correction from the bottom of the 
sheet and behind the typing paper—thus 
backing the sheet into the machine. Place in 
position and make correction without re­
moving the staples.
—Helen Ames, Grand Rapids Chapter
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The American Delegates pictured above with Delegates from Venezuela and Puerto Rico are: 
Standing: Maurice Peloubet, Donald J. Bevis, George S. Olive, Gerald Maxfield, Venezuela; Sherman 
Shapiro, Senor Pol, Puerto Rico; Charles C. Coburn, David Himmelblau, Frank L. Novaro, and 
Edward O. Miller; Sitting: W. O. Bartle, Grace Highfield, Maurice Stans, Marion Frye, and 
Martha O'Sullivan.
The third Inter-American Conference 
on Accounting, held in Sao Paulo, Brazil, 
November 14-24, was attended by approxi­
mately 400 delegates of whom eight were 
women, including the three American 
Delegates pictured above. This Confer­
ence was one of the many activities held 
in Sao Paulo in celebration of their quadri­
centennial.
Maurice Stans, who headed the delega­
tion from the United States, was elected 
Vice-President of the Conference.
The purpose of these meetings, stated 
briefly, is:
To strengthen the bond between the ac­
countants of the Americas.
To study and discuss: common prob­
lems, teaching methods and auditing 
procedures.
To standardize accounting terminology. 
To make available technical studies and 
the interchange of information.
To set up a permanent body of a pro­
fessional and cultural nature in order 
to maintain contact and understanding 
among the accountants of the Americas. 
The Conference consisted of Plenary 
Sessions held at the Exposition Grounds. 
Simultaneous translations were available 
for reports and technical papers and vari­
ous committee meetings. The four active 
committees were: Professional Practice, 
Teaching of Accounting, Auditing and 
Professional Organization.
In Mexico, the Conference had voted 
to establish a permanent secretariat to 
provide a base for the interchange of 
ideas and for the development of auditing 
technics, accounting practice and profes­
sional ethics in the American countries.
One of the important decisions at Sao 
Paulo was to locate this permanent secre­
tariat at San Juan, Puerto Rico. Your rep- 
(Continued on page 9)
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Report on Sao Paulo Conference
 Chapters in Action —
What greater fund of accounting litera­
ture is there than on the personal book 
shelves of 100 professional accountants? 
Where could you find more varied texts than 
those studied and accumulated by women 
whose specialties range from individual 
public practice to tax accountant for a 
national accounting firm,—a woman with 
both a law and accounting degree? There 
are internal accountants too. Some in a one- 
woman office where they pinch-hit as sec­
retary. Others are accounting supervisors 
of one phase of a large business, a controller 
of a leading Los Angeles hospital, the di­
rector of an insurance company, the treas­
urer of a large transportation company. 
These are just a few of Los Angeles Chapter 
members. Each woman is a specialist in 
some particular phase of accounting. Each 
has a library accumulated over years of 
study and practice. What a help those books 
would be, if available to other interested 
persons as well as the owners.
Such was the thinking that prompted May 
Carlson to present her idea of a Loan Li­
brary at the Board Meeting of Los Angeles 
Chapter in June, 1953. The problem of 
keeping these books on the owner’s shelves 
but constantly available for circulation 
would require continuous, alert supervision. 
When May Carlson volunteered to see her 
plan put into operation and carried through 
the first year, the Loan Library Project was 
approved by the Board.
The initial step was sending out a mimeo­
graphed form with the September issue of 
the chapter bulletin. This form called for 
the member’s name, address and telephone 
number, together with columns for listing 
her periodicals under headings of: Author, 
Book title, Edition, Year Published, and 
Purchase Price.
There was enough response to circulate 
an initial list of fifty up-to-date books and 
pamphlets as available to members. The 
subject matter included General Accounting, 
Auditing, Cost Accounting, Governmental 
Accounting, Business Law, and texts for 
preparation for the C.P.A. examination.
May Carlson, Librarian, keeps a card file 
listing each book, its owner, and its circula­
tion status. The books themselves remain 
in the owner’s possession until requested 
by a member. The owner is then notified to 
bring the book to the next meeting. The 
borrower’s name is recorded on that book’s 
card until the librarian is notified that the 
book has been returned. A nominal lending 
charge of 50 cents a month goes into chap­
ter funds to be used for special activities.
The cards tell a story of the most pop­
ular items. The all-time marathon winner 
is Eric L. Kohler’s “Dictionary of Ac­
counts.” It has been on the borrowed list 
continuously.
Another popular publication is a NACA 
bulletin containing an article on Church 
Accounting by Mr. E. G. Scovill, C.P.A. One 
member found it so inspiring she worked 
out a system for her own church with its 
aid. The system was a success and she has 
just been appointed Church Treasurer for 
a 3-year term.
The enthusiastic support given the proj­
ect is proof enough of its need and merit. 
A revised list of available books and pam­
phlets is being prepared and it is hoped 
to add books to give members reading ma­
terial that will increase their technical as 
well as accounting knowledge.
—May Carlson and Theia Cascio
(Continued from page 8) 
resentative served on the Committee of 
Professional Organization which dis­
cussed and submitted proposals regard­
ing the permanent secretariat.
One of our members, Maria de Torres 
from Panama, presented a paper to the 
Committee on the Teaching of Account­
ancy which was received with great en­
thusiasm.
There were various social functions of 
which two were of unusual interest. One 
was a cocktail party given the account­
ants by the Revenue Agents of Sao Paulo 
at their club. The other was a cocktail 
party given us by the accountants of Rio 
de Janeiro which lasted from seven to 
midnight and actually consisted of a cock­
tail party, an exceptional floor show and 
a late supper.
Probably the most important part of 
these conferences is the many friendships 
that are made and the greater under­
standing and respect learned for each 
other.
The Fourth Inter-American Conference 
will be held in Santiago, Chile in 1956.
—Grace S. Highfield, ASWA, AWSCPA, 
Official Representative
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FOUNDATIONS FOR STANDARD 
COST SYSTEMS
By VANCE M. JOHNSTON, Head Negotiator and Contracting Officer of Hull & 
Machinery Components Negotiation Section of the Contract Division 
in the Bureau of Ships, Department of the U. S. Navy
Much has been written about the instal­
lation of standard cost systems but little 
has been written about the necessary foun­
dation that must be solidly established be­
fore a standard cost system is installed. 
Too often management decides that a stand­
ard cost system should be installed without 
recourse to the necessary surveys that 
should be made before such a system is in­
stalled. Any system that incorporates any 
or all of its present incompetents or in­
efficiencies is not a good system and will 
always be a compromise that will require 
continual adjusting and changing as the 
incompetents and inefficiencies are brought 
to light or “suddenly discovered” by the 
cost accountant. There are many steps that 
should be taken by management before a 
standard cost system is installed. In order, 
these steps are:
Management Survey
Is the present staff efficient, adequate and 
progressive enough in its thinking to per­
mit the company to grow? It is an unusual 
company wherein a management survey 
will be able to answer these questions hon­
estly and in the affirmative, without sug­
gesting beneficial changes. The survey 
should indicate to management its strength 
and weaknesses and endeavor to have the 
weaknesses corrected before any attempt is 
made to install a standard cost system. The 
survey must take into consideration the 
company’s past record of performance and 
growth and its future plans for expansion. 
These future plans must include an adequate 
and efficient staff for future progressive 
growth.
Personnel Relations
Related to the management survey and 
only slightly less important is the survey of 
junior management personnel and the 
various and more important department 
heads, section heads and foremen. Are they 
efficient, adequate and progressive enough 
to permit the company to grow and to grow 
with it? A survey of these personnel will 
generally bring to light many inequities in 
salary and wage rates that should be cor­
rected before any attempt is made to install 
a new system. Depending upon the size of 
the company and whether or not it is a 
closely held “family” company or corpora­
tion, many suggested changes in positions 
or jobs may be necessary to take care of 
“old time loyal employees” who are no longer 
in a position to grow with the company. 
Provision should be made to place these 
employees in positions or jobs more in line 
with their present and future capabilities 
to the extent that they will be happy, not 
present a personnel relations problem, and, 
most important of all, not block the progress 
of the company as a whole. Management 
owes its first loyalty to the majority and 
not the minority. If the minority blocks 
progress and the company stagnates or 
stops growing the jobs of all employees will 
be jeopardized and the company or corpora­
tion as such may cease to exist.
Sales Policy and Plant Layout
A survey of plant layout should start 
with the company’s basic sales policy. Does 
the company have a definite policy as to its 
position in its particular industry and what 
it intends to do about maintaining and im­
proving its present percentage of total 
business in the industry? Is the business 
diversified? If not, are there future plans 
for its diversification? Does the company 
have a definite policy regarding the amount 
of government and commercial business it 
plans to obtain? Does the company have a 
good research and development program? 
Is it properly tied in with market analysis 
so that research will know what future 
products it should be developing to add to 
the present product line to take the place 
of products that are currently falling by 
the wayside and have no future? The best 
approach is to determine which products 
in the present line have a profitable future, 
which products should be discarded and the 
extent to which the company can support 
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and maintain a research and development 
program for new or allied lines. The re­
search and development program can be 
augmented by obtaining government de­
velopment contracts that will parallel or 
supplement the company program. Do not 
be afraid of such contracts. In my opinion, 
they are beneficial to both government and 
private industry and probably are one of the 
reasons that the United States is techno­
logically further advanced than any other 
country in the world.
After management has made its sales and 
product policy decisions, the next project 
should be plant layout. Is it properly located 
and streamlined for efficient handling, stor­
ing, processing and shipping? Does it have 
the machinery and equipment to do the job 
properly and at the lowest possible cost? 
Many times the survey will show that ma­
terial handling methods are obsolete and 
store rooms improperly located for quick 
and efficient delivery to the production lines. 
These defects should be corrected.
Equipment on the production lines may 
be obsolete and need replacement. On a par­
ticular product there is often too much 
handling and crisscrossing of production. 
This should be eliminated and streamlined 
straight line production methods should be 
adopted to the greatest extent possible. Too 
often the complaint is heard that a product 
does not lend itself to straight line produc­
tion methods. As the product is then con­
stituted this may be correct. However, 
changes in design at the time the product 
was developed would have gone a long way 
toward making the product a straight line 
production product.
Plant layout, therefore, should be prop­
erly planned and streamlined before any 
attempt is made to set up a standard cost 
system. If this isn’t done, any estimate or 
cost will be based on present inefficient 
methods and no standard cost system based 
on such a foundation will produce good 
standards or costs.
Production Planning and Scheduling
If management and personnel relations 
problems have been resolved before reach­
ing this point then undoubtedly production 
planning and scheduling problems have 
been largely removed. It is important that 
planning and scheduling be done so effi­
ciently that machine change overs and over­
time are kept to a minimum, that items are 
produced on the lines best equipped to pro­
duce them and that materials flow smoothly 
to and from the production lines. If delivery 
promises are realistic and such promises 
are backed up by performance, the neces­
sity for quick and costly changeovers will 
be kept at a minimum. Here the salesman 
can be of inestimable help in “selling” real­
istic delivery dates. The personnel schedul­
ing production must know the plant equip­
ment, its flexibility or lack of flexibility, the 
proper lines on which to schedule produc­
tion, the economical size of production runs 
and when to consolidate orders of a like 
nature so that advantage can be taken of 
straightline machine setups.
Purchasing
Purchasing and material cost is one of 
the most important elements of almost any 
cost. Depending upon the industry and the 
product, purchased material costs may run 
as high as 80% of total cost and the higher 
the percentage of material costs to total 
cost the more important it becomes that 
purchasing personnel know the products 
they purchase and the sources from whom 
they purchase.
The purchasing organization must pur­
chase quality consistent with the product 
to be produced, be sure that the material 
is delivered on time and that the price is 
right and competitive. If the quality of the 
material purchased is poor, it will probably 
overload the quality inspection points and 
“jam up” production lines; if delivery is 
not made on time, it may cause considerable 
“down time” on the production lines; and 
if the purchase price of the material is not 
competitive, a loss may be incurred before 
production commences. The importance of 
efficient purchasing can not be too highly 
stressed in its relation to total cost. It is 
one department that should be thoroughly 
budgeted as to performance. It should be 
charged or credited with good or bad per­
formance on quality, delivery and price. 
None of these material factors should be 
charged or credited to the performance of 
the production lines.
Another essential of good purchasing is 
to maintain a sufficient number of suppliers 
so that a sudden interruption in deliveries 
from one supplier will not jeopardize plant 
operations. If proper material specifications 
are set up for the purchasing department 
and it is properly staffed and budgeted for 
efficient performance, then a long step to­
ward efficient material costs will have been 
taken.
Size and Type of Cost System
Before installing any cost system a de­
termination should be made as to how much 
or how little system will be necessary. It 
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is a mistake to burden a company with more 
system than it can properly afford, and, by 
the same token, it is a mistake to install 
any system that cannot grow and expand 
as the company grows and expands. In a 
large corporation with many allied products 
and quantity production a standard cost 
system may be an ideal installation. In a 
small plant with short custom made pro­
duction runs, the job order cost system 
may be the ideal installation, whereas, in 
many of the process industries such as 
chemicals, a process cost system may be 
the ideal installation. In any case the sys­
tem should be tailored to the needs of the 
company, present and future, rather than 
attempt to change the company to suit the 
system.
The Cost System
Now that we have an efficient and suffi­
cient management, a planned sales policy 
and development program, good personnel 
relations, proper plant layout, efficient proc­
ess and production scheduling and efficient 
purchasing, we are ready to set up a “before 
the fact” cost system rather than an “after 
the fact” cost system. Any estimate or 
standard that is made now will be made as 
the product should be produced most effi­
ciently, and not as the product would have 
been produced under the old inefficient 
methods.
Why should industry set up a standard 
that it knows is wrong just because it has 
always been done that way? Why not do 
first things first and on a good firm founda­
tion?
Either a prospective customer submits a 
sample of a product or proposed product to 
a company for a quotation or the company 
develops its own product and submits it to 
the prospective customer. From the idea 
alone, the sample, the drawings, or the 
specifications of the product, the Estimat­
ing department prepares its estimate. The 
estimator, depending upon the size of the 
organization and the complexity of the 
product, collects his cost data from the re­
search engineers, design and production en­
gineers, the purchasing department and the 
industrial engineering staff. The first prob­
lem is to determine whether or not the 
product fits into the company line and can 
be produced profitably. If it does fit in to 
the production lines or can be fitted in with 
certain changes, such changes should be 
suggested to the customer.
After product changes have been decided, 
the next step is to determine how much of 
the finished product should be made, i.e., 
what materials should be purchased com­
pletely processed and what materials should 
receive further processing and fabricating 
in the company plant. These decisions on 
subcontracting will change from time to 
time depending upon plant capacity and 
future backlog of orders on the books. If 
the plant is overloaded with work, manage­
ment will probably wish to retain in its 
shop the type of work that is most profit­
able on its production lines and subcontract 
the components that are less profitable. If 
the plant is not operating at capacity and 
is badly in need of work, it will undoubtedly 
endeavor to do all of the work that it pos­
sibly can in its own shops in order to absorb 
overhead and retain its trained working 
force.
After the decision has been made as to 
how much of the work will be done in the 
shop and how much will be purchased from 
outside suppliers, the estimator is ready to 
compile his standard cost. He will supply 
the purchasing department with a list of 
the quantities and items to be purchased. 
The quotations they receive will be used in 
formulating standard material costs for the 
new items of material.
Standards are intended to reflect operat­
ing efficiency and, if the ideal operating 
efficiency is intended to be 100%, then 
standards should be set on that basis.
Material standards may be established on 
a variety of bases, an average year or an 
average of a number of years reflecting 
good, bad and average conditions. Once 
established, it is best not to change them 
unless the product or the processing 
changes. If this practice is followed, com­
parisons of operating efficiency are easily 
made from year to year.
In preparing standards for materials the 
estimator allows for losses, shrinkage and 
spoilage of material in processing.
Next in order is to assemble the labor 
costs on the materials that will require fur­
ther processing or fabrication and on the 
assembly work of the completed product. If 
plant layout has previously been stream­
lined, the assembly of this information will 
not be too difficult and will be a labor stand­
ard of an efficient operation. From previous 
time studies and estimates of like products 
and processes the estimator can probably 
assemble most of his data, leaving very 
little for new time studies and standards.
A percentage of standard time for fatigue 
is allowed by the estimator on labor. This 
factor will vary with the type of work in­
volved, i.e., manual, automatic or semi-auto-
(Continued on page 13)
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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
Conversion of residential property to 
rental property—depreciation basis—
In the past, the Commissioner’s method 
of computing depreciation on residential 
property converted to rental property has 
not been seriously challenged. Most tax ac­
countants and attorneys have accepted the 
theory that the basis for computing depre­
ciation on such property is cost or market 
value whichever is lower as of the date of 
conversion. Regulations to this effect ap­
pear to be bolstered by the Supreme Court 
rule which supports the Regulations insofar 
as a deduction for loss on sale of converted 
residential property is concerned. That is, 
residential property converted to rental use 
and subsequently sold retains the cost or 
market value basis at date of conversion 
whichever was lower, less accumulated de­
preciation to date of sale.
In recent years, however, property values 
in most areas exceed original cost. The New 
Jersey Court challenges the correctness of 
this longstanding rule and states where 
value at date of conversion is greater than 
original cost, depreciation should be com­
puted on the higher value because the ren­
tals are based upon this value rather than 
on cost. Under the Court’s rule the tax­
payer would be permitted to recover tax 
free an amount substantially in excess of 
cost through annual depreciation deduc­
tions. In effect, the taxpayer would recover 
the appreciation in value of the property 
without having to pay any tax thereon. 
Needless to say, the Commissioner will prob­
ably not go along with the Court’s decision 
in Parsons, USDC, N. J. 12/9/54.
Rental of single residence— 
trade or business?
Does the renting of a single residence, by 
a taxpayer, not engaged in renting for a 
livelihood constitute a trade or business ? A 
District Court decision to the effect that 
it does not has been affirmed in Grier CA-2. 
This conclusion is directly contrary to that 
reached by the Tax Court in the Leland 
Hazard case which had been accepted by the 
Commissioner and has been quite consist­
ently followed by the Tax Court.
The above question is important for a 
number of reasons. Prior to the 1954 Rev­
enue Code, if renting a single residence 
“was not” a trade or business, loss on the 
sale of such property was a capital loss and 
could be carried forward to future years. 
Prior to the 1954 Revenue Code, if renting 
a single residence “was” a trade or busi­
ness, loss on the sale of such property con­
stituted an ordinary loss which was only 
usable in the year of loss.
Under the 1954 Revenue Code, there is 
more fuel to toss on the fire of dispute be­
tween Court and Commissioner. Tax-wise 
loss on sale of property used in a trade or 
business, under the 1954 Code, is treated 
as an operating loss which may be carried 
back two and forward five years. If a single 
rental unit is defined as non-trade or non­
business property, then the loss on sale be­
comes a capital loss.
In any event, it seems that most taxpayers 
will benefit under the 1954 Code in the treat­
ment of such losses. In either case they will 
be able to utilize such loss over a period 
of more than just the year of sale.
(Continued on page 12)
matic machine work. Down time is also al­
lowed for any required loading of machines.
Standards may be set on an individual 
product basis or on a product line basis, 
depending upon the conditions prevalent in 
the company or industry involved.
As operations progress, actual costs are 
compiled against the standards. The vari­
ances (differences between actual and 
standards) are broken down into as fine de­
tail as the company executives require for 
efficient operation.
In the case of materials this variance 
factor generally consists of the difference 
between the actual cost of the material pur­
chased, and the standard cost of the ma­
terial, and the difference between the actual 
waste and breakage of material in process­
ing and the standard cost of such waste and 
breakage.
In the case of labor the variance factor 
may consist of the difference between the 
actual wage rate paid per hour and the 
standard wage rate per hour and the actual 
pieces produced per hour against the stand­
ard pieces required.
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In addition to the material and labor 
costs there are also the costs of material 
handling, plant overhead and administrative 
overhead. In my opinion, material handling 
costs should not be buried in plant over­
head but should be shown separately as a 
material handling cost. Too often, material 
handling is more costly than it should be. 
The best way to make it efficient and keep 
it under control is to show the cost sep­
arately and relate it to the percentage of 
material cost.
Estimates or budgets of the total amount 
of material to be purchased at standard 
cost during the coming year, the cost of 
handling such materials at standard, the 
amount of direct labor expected to be ex­
pended during the coming year at standard 
cost and the various overhead or expense 
items that must be recovered at standard 
cost for each direct labor dollar expended, 
the estimated cost of general and adminis­
trative expense that must be recovered for 
each dollar of factory cost at standard are 
all taken into consideration and when ap­
plied against actual operations reflect the 
efficiency of operations.
If standards are set on a good firm foun­
dation, they should generally not be changed 
unless the process changes, and if they are 
not changed unless the process changes, it 
is easy to make a comparison of operating 
results on a year by year basis. If standards 
are continually changed to reflect price in­
creases in materials, wage rate increases 
or less pieces produced per hour, etc., even 
though processes have not changed, then all 
we succeed in doing is to cover up many 
inefficiencies that should be brought to 
light.
If the variance factor climbs, company 
officials should act, and the higher it climbs, 
the more quickly they should act. Possibly 
a review will indicate that different and 
less costly materials should be used, or if 
labor rates are rising and production per 
hour is decreasing, possibly better and more 
up to date equipment is required to offset 
such factors. In any case, it is time to act.
* * *
(Continued from page 6)
So—look before you leap—into transfer­
ring life insurance policies.
Incidentally, quite recently I heard a 
prominent attorney, whom I consider with­
out a peer in fiduciary matters, say that he 
had not yet found an instance where he 
could conscientiously recommend transfer of 
insurance policies for the express purpose 
of escaping estate taxes.
Moreover, may I quote from the Estate
Planner’s Letter of November 18th:
“The Wall Street Journal reports that a 
strong drive is shaping up to tighten the 
life insurance provisions of the 1954 Code 
which eliminated the payment of premium 
test. Reasons why changes predicted: (1) 
Democratic minority on Ways and Means 
Committee attacked change as ‘windfall’ for 
wealthy; (2) Democrats will control tax 
revision next year; (3) Administration may 
back modification because provision will 
cause loss of $25 million in revenue and 
Treasury is annoyed with life companies 
for ‘selling’ provision as only way to escape 
estate taxes completely; and (4) Adminis­
tration may propose compromise exempting 
only cash surrender value.”
MARITAL DEDUCTION
The scope of the marital deduction is 
extended under the 1954 Code in two im­
portant respects. Discrimination against 
a legal life estate coupled with a power of 
appointment has been eliminated. Hereto­
fore, it was necessary that a power of ap­
pointment, to qualify for the marital de­
duction, be exercisable by will or deed. 
Now, a legal life estate coupled with a 
general power stands on a par with the 
marital deduction trust. Supposedly, this 
modification should be especially wel­
comed in agricultural areas where legal 
life estates with powers of appointment 
are more frequently employed. Without 
any detailed analysis, however, I can re­
call from my own limited experience, sev­
eral instances in which a denied marital 
deduction would now be allowable because 
of this change in respect to marital de­
ductions.
Another inequity removed was the dis­
crimination against fractional interests 
under a trust. Heretofore, the marital de­
duction has been denied where the entire 
net estate was left in trust with the pro­
vision that one half of the income be paid 
to the surviving spouse who was given a 
general power to appoint one half of the 
corpus by will or deed. Though under such 
circumstances the marital deduction would 
no longer be denied, the single trust idea 
can be quite costly taxwise—both income 
taxwise and estate taxwise. The single 
trust would deny the combined estates the 
benefits to be obtained through a wasting 
marital trust.
For example, A, who is survived by a 
wife and two adult children, leaves a net 
estate, after taxes, of $400,000 in the con­
ventional manner—one half to a qualify­
ing marital trust and the other one half 
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to a residue trust, income from both pay­
able to the wife during her lifetime. With 
a net return of 4%, that would give the 
wife an annual income of $16,000. She 
would not be entitled to the lower rates 
from income splitting for even two years, 
another new feature of the 1954 Code, since 
no minors are involved. Her income tax 
then would be $4,448. Suppose it has been 
provided that she receive an annuity of 
$16,000 annually from the marital trust, to 
be paid from corpus to the extent income 
was not sufficient, and that income in the 
residue trust be paid to the children—or, if 
it were apparent that they would not need 
it, be accumulated for the benefit of the 
grandchildren. The wife would be taxed 
on only the $8,000 income in the marital 
trust. Her tax would be $1,540, affording 
her $2,908 more spendable income each 
year. In addition, her estate would be 
saved estate tax on corpus distributions 
made from the marital trust to complete 
her $16,000 annual annuity. The corpus 
and accumulated income, if any, of the 
residue trust would eventually pass to the 
grandchildren tax free.
If there were any likelihood that the 
marital trust might be completely ex­
hausted during the lifetime of the wife, it 
could be provided that encroachments 
from the residue trust be allowed for her 
support when funds were not available 
from other sources, i.e., the marital trust.
If the children did not need income from 
the residue trust and the father wanted 
to replace for the ultimate benefit of the 
children or grandchildren the $200,000 
consumed in the wasting marital trust, he 
could provide that income in the residue 
trust be used to carry $200,000 of life in­
surance on the wife’s life. The insurance 
on the wife’s life might even be purchased 
by the husband during his lifetime and 
placed in a trust into which the residue 
of his estate would be poured at his death. 
With proper planning—and luck in his liv­
ing at least three years thereafter—his 
estate would be saved considerable estate 
tax. I am wandering far from my subject, 
I realize, tempted to some extra comments 
on the marital deduction which happens to 
be my pet topic, but, let me suggest that 
you ponder such arrangements for a bit. 
You will find the tax savings, both income 
tax and estate tax, possibilities unlimited!
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